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WHAT AN ON-SITE QUALITY REVIEW ENTAILS
One of the major requirements for membership in 
the AICPA is that a member active in the practice of 
public accounting must be associated with a firm 
that is enrolled in an approved practice monitoring 
program—the private companies and the SEC prac­
tice sections and the quality review program.
A requirement of each of these programs is that 
the firm have a review of its accounting and/or 
auditing practice once every three years. Under the 
quality review program, a firm that performs audit 
engagements must have an on-site quality review; a 
firm that performs accounting engagements, such 
as reviews or compilations, but performs no audit 
engagements, may have an off-site review.
The review team that performs a firms on-site 
quality review can be formed by another member 
firm that it engages (a firm-on-firm review), an 
authorized association of CPA firms to which the 
firm being reviewed belongs (an association review), 
or the entity—either the state CPA society or the 
AICPA—administering quality reviews in its state (a 
committee-appointed review team or CART).
An on-site review will include
□ A study and evaluation of the quality control 
policies and procedures that the firm being re­
viewed had in effect for its accounting and audit­
ing practice during the period under review.
□ Testing of the reviewed firms compliance with 
its quality control policies and procedures by 
(1) Inspecting each organizational and func­
tional level within the firm.
(2) Reviewing selected engagements, including 
working paper files and reports.
□ Interviews with firm professional personnel.
The review normally covers a one-year period 
mutually agreed upon by the review team captain 
and the firm under review. Engagements selected 
for review would be those with years ending during 
the year under review, unless financial statements 
covering a more recent year have been issued. The 
on-site review period ordinarily must not end 
before the end of the previous calendar year.
The review will cover the professional aspects of a 
firms accounting and auditing practice. For pur­
poses of quality reviews, this is limited to all audit­
ing, review, and compilation services covered by 
Statements on Auditing Standards, Statements on 
Accounting and Review Services, Statements on 
Standards for Accountants’ Services on Prospective 
Financial Information, and standards for financial 
and compliance audits contained in Government 
Auditing Standards issued by the U. S. General 
Accounting Office. Other segments of a firms prac­
tice, such as providing tax services or management 
advisory services, are not encompassed by the scope 
of the review except to the extent they are associ­
ated with financial statements, such as reviews of 
tax provisions and accruals contained in financial 
statements.
The review team will request background infor­
mation on the firm being reviewed such as
□ A completed quality control policies and pro­
cedures questionnaire.
□ A copy of any manual, checklists, or forms used 
on accounting or accounting engagements.
□ A list of accounting and auditing engagements 
for the year under review, showing the type of 
client (audit, review, or compilation), the indus­
try in which the client practices, and the man­
agement-level staff servicing the client.
□ A list of the firm’s professional personnel, show-
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ing name, position, and years of experience 
with the firm and in total.
□ Documentation of the firm’s compliance with 
its quality control policies and procedures, 
including independence confirmations, per­
sonnel files, CPE records, and documentation 
regarding consultations with outside parties.
The review evaluates whether the quality control 
policies and procedures met the objectives of 
quality control standards established by the AICPA 
(see Statement on Quality Control Standards No. 1, 
System of Quality Control for a CPA Firm) and 
whether they are being complied with in order to 
provide the firm with reasonable assurance of con­
forming with professional standards.
Following the review, senior members of the 
reviewed firm should attend an exit conference at 
which the team captain will discuss the review 
teams findings and recommendations and the type 
of report it will issue.
Within thirty days of the exit conference, the team 
captain will prepare and issue a written report on 
the results of the review and, if applicable, a letter of 
comments. The reviewed firm will then have thirty 
days in which to review these documents and sub­
mit a copy of them to the entity administering the 
firm’s review along with a written response to the 
letter of comments outlining the actions the firm 
plans to take with respect to the recommendations 
made by the review team.
A duly constituted committee of a participating 
society or the AICPA Quality Review Executive 
Committee will then evaluate the results of the 
review. This will include an evaluation of the ade­
quacy of the corrective actions the firm has repre­
sented it will take and a determination on whether 
other remedial, corrective actions and/or monitor­
ing procedures of the firm’s action plan should be 
required. Quality in the performance of accounting 
and auditing engagements by AICPA members is the 
goal of the quality review program. The program 
seeks to achieve its goals, when necessary, through 
education and remedial action. □
—by Dale E. Rafal, CPA, AICPA, New York
Editors note: Ms. Rafal is vice-president-quality 
review at the Institute.
Bankruptcy: The U.S. Trustee System 
and the Accounting Profession (Part 1)
In 1979 after years of study, Congress passed the 
Bankruptcy Reform Act known as the Bankruptcy 
Code (hereafter referred to as the code). Included 
among the many statutory changes was a provision 
for what has now become the United States Trustee 
system. Initially on a pilot basis in approximately 
eighteen judicial districts as of 1989, the system has 
been extended throughout the country with the 
exception of two states, North Carolina and Ala­
bama (which, by statute, will be included by 1991).
The primary purpose of establishing the U.S. 
Trustee system was to remove from the Bankruptcy 
Court the many administrative duties which took 
time away from the judge’s main function—to han­
dle cases and controversies. Among the duties 
which now fall into the province of the U.S. Trustee 
system are monitoring the applications for appoint­
ment of professionals such as accountants, and the 
monitoring of fees and fee applications of such pro­
fessionals.
This article will review some of the practical 
issues that accountants should know about, and is 
directed mainly to firms in areas of the country 
where bankruptcy practice may not be a major or 
regular source of income. It is directed to those who 
want general knowledge of the field, but with the 
caution that if you are going to become heavily 
involved in the practice, further study is a require­
ment.
Throughout the article, we will refer to the Bank­
ruptcy Code 11 U.S.C. 101 et seq by sections. We 
think it is important to the accounting profession to 
have some understanding of the language of the 
code, and we will try to present the information 
clearly.
Additionally, the emphasis of this article is on 
accounting services rendered in a Chapter 11 case, 
since it is under Chapter 11 protection that a busi­
ness continues to operate and an accounting firm is 
most likely to render ongoing services to a debtor- 
in-possession, a trustee, or a creditors' committee. 
Although accounting services may be required in a 
Chapter 7 liquidation case, the services tend to con­
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sist of finite projects such as reconstruction of books 
and records or preparation of tax returns.
Applications for appointment 
of professionals in bankruptcy
Pursuant to §327 of the code, a trustee in bank­
ruptcy, with the court's permission, is authorized to 
employ accountants with the understanding that 
such employment does not represent an interest 
“adverse to the estate," and furthermore, "that the 
parties so employed are disinterested persons.” 
Counsel will prepare the application for appoint­
ment.
The application must show (1) the necessity for 
the employment, (2) the name of the person to be 
employed, (3) the nature of the services to be ren­
dered, (4) the proposed arrangement for compensa­
tion, and (5) any connections which the accountant 
has to the debtor, any creditors, or any other party 
in interest. Additionally, the application must be 
accompanied by a verified statement (usually 
termed an “affidavit of disinterestedness” or a 
"Bankruptcy Rule 2014(b) Statement”) which sets 
forth the accountant's connections with the debtor, 
creditors, or any other party in interest, their 
respective attorneys and accounts.
Once you have provided disclosure and the court 
has appointed you, then you may proceed to render 
services. Although much of the case law interpreting 
the terms “interest adverse to the estate” and “disin­
terested” under §327 deals with the appointment of 
attorneys rather than accountants, there are some 
practical guidelines that accountants should keep in 
mind.
If you
□ Are owed substantial pre-petition sums by the 
"debtor” (the new code term for the bankrupt), 
this may cause disqualification.
□ Have a security interest in some of the debtor's 
assets to collateralize your past-due fees, you 
will likely be disqualified.
□ Have been paid in the previous ninety days any 
large sums of money for past-due payables 
from the debtor, this is deemed a preferential 
payment and will likely cause a disqualifica­
tion.
□ Represent a creditor of the estate, or if your 
firm does, it may cause disqualification. This is 
somewhat modified by §327(c) of the code. 
Depending upon the circumstances, you may 
still qualify absent objection by other parties.
Bankruptcy Code 328(c) provides that the court 
may disallow fees and expenses to any professional 
found not to be a disinterested person or who holds 
an interest adverse to the estate with respect to the 
matter on which the professional is employed. 
Accordingly, in order to avoid denial or disgorge­
ment of fees at a later date, it is advisable to disclose 
any potential conflict in the application for reten­
tion.
Whether the accounting firm is retained by the 
debtor in possession or by the creditors committee, 
it has a fiduciary duty to the bankruptcy estate and 
to those who have an interest in it. In particular, as 
the accountant to the debtor, an accountant must be 
careful to represent the interests of the debtor and 
not those of its principals. Further, the accountant 
should be careful to render services that are within 
the scope of those specified in the retention applica­
tion.
Duties in bankruptcy
As indicated above, it is necessary to file with the 
court the appropriate motion to have the accounting 
firm employed, and the firm and attorney should 
discuss fully what the goals and duties are to be so 
that the court and all creditors (who receive notice 
of the appointment) know the limits of the duties 
and what to expect.
(Continued on page 7)
1990 National MAS Training Programs 
Scheduled
Sponsored jointly by Ohio State University 
and the AICPA MAS division, two five-day 
national MAS training programs will be held 
on the University's campus and will focus on 
these areas:
□ Development of MAS Skills on June 11-15 is 
designed for practitioners with less than 
two years of experience in formal MAS 
work. The course covers all aspects of the 
consulting engagement process, from the 
preliminary survey and proposal to the 
preparation of the final report. The pro­
gram includes marketing MAS services 
and the interpersonal skills needed by 
consultants.
□ Advanced MAS Skills on June 18-22 is 
designed for practitioners with substan­
tial experience in formal MAS work at the 
manager or partner level. The program 
provides advanced training in strategic 
business planning, financial planning 
consulting, MAS practice development 
and marketing, and—new this year—liti­
gation support services.
For additional information, contact the pro­
gram administrator at Ohio State University: 
(614) 442-1316.
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Using Automated Billing Procedures 
to Reduce Processing Time
It is axiomatic that bills should be sent to clients 
promptly if prompt payment is desired. Realization 
can often be improved, too, if the details and value of 
an engagement are fresh in everyone’s mind.
About one year ago, our managing partner, 
Andrew Chavkin, suggested that we could improve 
cash flow if we could cut down on the time it took us 
to process invoices. After determining where the 
bottlenecks were occurring and what was creating 
them, we realized that significant time could be 
saved if we automated the process. Because each 
partner at Sterling, Nappen & Chavkin had always 
used customized invoice narrative and formats, the 
change to automated procedures required some ini­
tial adjustment. Once everyone became used to the 
new system, however, we found that we were able to 
reduce the processing time by several days. Follow­
ing are some suggestions for streamlining the pro­
cess, based on steps we took at our firm.
□ Standardize. It is essential to reduce the 
number of customized invoices in the system. If 
each partner maintains individualized ways of 
describing the same services, you will never 
reduce processing time. Review previous in­
voices and select phrases suitable for fre­
quently performed services. Don’t try to 
include all services, though. The automated 
process should allow for special-service needs.
□ Simplify. Use wording which concisely but 
accurately describes services rendered. Stay 
away from lengthy descriptions where possi­
ble. You can always supply details or support­
ing documentation upon request. If you deliver 
the invoice in a timely fashion, however, clients 
are more likely to remember the work per­
formed.
□ Format. Design invoices to meet the needs of 
clients, partners, and the people who process 
the bills. Keep in mind that the data-entry oper­
ator has to enter information in the sequence 
required by the processing equipment.
If your firm uses a microcomputer for this 
purpose, consult with the data-entry operator 
to make sure your new invoice matches the 
machine’s input sequence. You can reduce both 
processing time and the risk of errors if the 
operator reads and enters data in the appropri­
ate sequence.
If you process invoices on a typewriter, the 
typist should still be able to do the job quicker 
once familiar with the new standardized for­
mat. Check with the person responsible for 
processing invoices before approving a format.
Five essential features
To ensure that the invoices are standardized and the 
process automated as much as possible, we devised 
a set of billing memoranda geared to various serv­
ices we provide (see exhibit on the facing page).
Each phrase describing a service is assigned a 
number. The manager or partner preparing the 
invoice circles the number corresponding to the 
function performed. The data-entry operators then 
just enter the numbers. This saves time and elimi­
nates the need to continually proofread all nar­
ratives. As can be seen in the exhibit, the memoran­
dum accommodates specifics such as special meet­
ings, telephone conferences, and yearend dates.
The format allows flexibility in the order in which 
phrases are to appear on the invoice. The operator 
just enters the specific numbers in the order indi­
cated. Space is left for subtotals, to record indi­
vidual services rendered in case itemized billing is 
required, to show who prepared, processed, and 
proofread the invoice, and whether it should be 
mailed, hand delivered, or held in the office pending 
the client’s visit.
Tips to ease the transition
Success at implementing the new system depends 
on everyone understanding and supporting the con­
cept. So, go over the billing procedures with all 
concerned and explain the benefits that will result. 
Include billing instructions on invoice memoranda 
to remind people of the procedures. At the close of 
each billing period, give those preparing invoices a 
supply with details of their work in process.
If you find you are frequently performing new 
services, modify the memoranda to include phrases 
that adequately describe them. Meet with individ­
ual partners to discuss any problems that occur, but 
keep in mind that firmwide consistency is essential. 
Exceptions just slow the processing of invoices.
We have experienced considerable benefits since 
changing to a standardized, automated process. The 
quality and timeliness of our invoices has improved. 
Partners take less time to prepare bills, and there 
has been a compression of data entry, word process­
ing, and proofreading time. We have also seen an 
improvement in accounts receivable. For the part­
ners and staff of Sterling, Nappen & Chavkin, the 
results are well worth the effort. □
—by Jayne E. Osborne, Sterling, Nappen & Chavkin, 
354 Eisenhower Parkway, Livingston, New Jersey 
07039, tel. (201) 992-9199
Editor’s Note. Ms. Osborne is director of administra­
tion and MAS consultant for Sterling, Nappen & 
Chavkin.
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Billing memorandum 
Accounting and nontax services 
(please print)
Client:Account no Partner-------------------------------------
Invoice status (check one) 
____Final chargeable ____Final nonchargeable ____Not final
Billing instructions:
1. Circle all applicable billing codes.
2. Indicate the sequence of billing descriptions for the printed invoice to the left of each code.
3. Enter period, if required.

















471 266 Compilation financial 
statements 
yearend
_____  261 Accounting 
& tax services 
month ended
_____  267 Review financial 
statements 
yearend
_____  262 Accounting services 
for the yearend_______
_____  268 Analysis of 
transactions period 
ended______________
270 Interim billing in 
connection with audit 416 Prepare form SS-4
Prepare form CIS-1_____  271 Interim billing in 
connection with review
417
272 Interim billing in 
connection with 
compilation
_____  399 For the period 
______ through______
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A Look at Portable Computers
The increasing power and capability of portable 
computers, coupled with their decreasing size, 
weight, and price add to their attractiveness for 
businesspeople and professionals. There is a variety 
of sizes and features from which to choose, and care 
must be taken to select the correct machine for 
specific needs. Following is an overview of what is 
currently available.
The smallest portable computer is the laptop. 
(Examples are the non-MS-DOS Tandy Model 100 
and the Toshiba T-1000.) Such machines are good for 
note taking and, if equipped with a modem, for 
transmitting orders and other information.
With Intel 80286 or 80386 processors and hard 
disk drives, some of the slightly larger machines can 
perform many of the functions of desktop units. 
Although more expensive, the Intel 80386-based 
machines are worth considering. They can run the 
more powerful software available and will be able to 
use the OS/2 operating system.
Most portables use flat panel displays of either 
liquid crystal (LCD), gas plasma, or electrolu­
minescence. LCDs are cheap, thrifty with power (an 
important consideration for battery-operated 
units), available with varying contrasts, but slow. 
Gas plasma is the red/orange display. As with LCDs, 
color definition is limited, but contrast is good. Gas 
plasma consumes a lot of power, however.
Electroluminescent displays are expensive but 
allow good contrast. They are medium-power users 
and are available in versions that display yellow 
characters on a gray screen or vice versa. Cathode 
ray tubes (CRTs) are also found on portables. While 
sharper than the flat displays, they are heavier and 
require more power.
People whose work in the field sometimes 
requires sharing information will need to connect 
local area network circuitry. This usually requires 
installing an expansion card in an open slot in the 
computer or the use of an expansion box. Expansion 
cards add to the machines capabilities, but again, 
such circuitry requires additional power.
If the work entails operating the computer away 
from a power outlet for any length of time, the 
battery must be up to the task for the requisite time 
before it needs recharging. When you are checking 
this feature, remember to consider peripheral 
equipment and any effect this may have on power 
consumption.
Companies in the computer industry constantly 
strive to reduce the size and increase the storage 
capacity of magnetic media, and already, 2-inch 
floppy diskettes are being produced for laptops in 
specific markets. Len Meissner, diskette laboratory
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specialist for the 3M company in St. Paul, Min­
nesota, points out that most portable computers use 
a 3½-inch diskette, however. He says they will store 
720K (720,000 characters) on an MS-DOS machine, 
and that there is a large amount of software avail­
able in this format.
One point to keep in mind when using a portable 
computer, by the way, is the reliability of the mag­
netic media. Changes in temperature and humidity 
occurring when transporting the machines from 
office to vehicles can change the actual track loca­
tion on some diskettes. High-quality diskettes made 
by manufacturers such as 3M have little or no track 
movement, however.
It is fascinating to conjecture future portable 
computers. The units will be smaller, of course, and 
more powerful. Today, the keyboard size is dictated 
by the size of the human hand. Operators in the 
future, though, might slip on a pair of flexible, elec­
tronic gloves and “air type.” And perhaps the 
screens used today will be replaced by a pair of 
glasses that allows the user to see the display in 
midair, much like the “heads up” displays used in 
some aircraft. The technology for both gloves and 
displays already exists. Micro-size magnetic media 
for storage should, of course, be no problem. Shades 
of Dick Tracy, the technology is advancing so rapidly 
that it may soon be possible to create a diskette that 
will fit inside a wristwatch. Less continues to be 
more in the quest for the true microcomputer. □ 
—by Dale Archibald, P.O. Box 6573, Minneapolis, 
Minnesota 55406, tel. (612) 724-6431
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MAP Publications
Last year, the AICPA management of an accounting 
practice committee embarked on a new publica­
tions program to help members manage their firms. 
The idea is to provide information on a given subject 
that cannot be sufficiently covered in the Manage­
ment of an Accounting Practice Handbook.
An example of the above might be information on 
starting a practice. Another idea might be to pro­
vide an in-depth discussion of one practitioner's ap­
proach to a management situation, such as the 
booklet Coping with Tax Reform. Such publications 
would also be useful to practitioners who only want 
information on a single topic or who may not sub­
scribe to the Handbook.
The MAP committee encourages practitioners 
and consultants to CPA firms to submit proposals 
for publications on any subject related to managing 
an accounting practice. These publications may be 
of different lengths and types. Some might be pam­
phlets. Others might be books, still others might be 
workbooks—whatever is appropriate.
If you are interested in submitting a proposal or 
would like more information, or have ideas, out­
lines, or proposals for practice management pub­
lications, contact Nancy Myers, director of the 
Institutes practice management division: (212) 
575-6436. □
Bankruptcy (continued from page 3)
In the complex arrangements under Chapter 11, 
the debtor is known as a DIP (debtor-in-possession), 
and consequently, your main relationship and daily 
activities are with the principals of the debtor 
organization, as well as counsel for the debtor. It 
cannot be stressed too greatly that all parties must 
realize that they are fiduciaries and are bound 
accordingly. Your appointment will likely be 
through contact with the debtor's counsel or, if the 
case is large enough to have a creditors committee, 
through the counsel or the chairperson for that com­
mittee.
Your professionalism must be maintained at the 
highest level, taking care not to become too close to 
the debtor or counsel that you lose your professional 
perspective. One of the areas in which this occurs is 
consulting; that is, debtor or counsel will informally 
request that you take on a special "project”—one 
not authorized by the court. Do not do this. Request 
counsel to have the activity approved. Otherwise, 
you may not be paid; or if you are paid, you may have 
to forfeit the fee.
In all Chapter 11s, there is a requirement during 
the pendency of the Chapter 11 that the debtor pre­
pare monthly operating reports until confirmation. 
These reports are quite sufficient for the small or 
medium-size Chapter 11, and are one of the monitor­
ing devices that the court and the U.S. Trustee sys­
tem employ to determine the financial health of 
debtors. More than likely, this will either be pre­
pared by you or reviewed by you prior to its submis­
sion to the court and to the U.S. Trustee system. This 
is a most important document, and failure to fur­
nish it on a timely basis is grounds for dismissal of 
the case. Creditors normally do not receive a copy of 
this. It is required that the creditors’ committee 
counsel and chairperson receive a copy, however.
In many jurisdictions where the bankruptcy is of 
such size that the monthly report is not sufficient to 
properly inform third parties as to the financial 
condition of the debtor, this report will be supple­
mented by an accrual basis financial statement; 
that is, the normal P&L and balance sheet you 
would prepare monthly for a corporation. Some 
jurisdictions routinely require this.
All accounting firms should know the U.S. Trustee 
in their district. There you will be able to obtain the 
various forms and other information concerning 
Chapter 11 requirements. U.S. Trustees have pro­
cedures which differ from district to district, 
depending upon the size of the jurisdiction and 
work load. If you are interested in knowing the U.S. 
Trustee in your area, you may write to the Executive 
Director, Executive Office for U.S. Trustees, 
National Capital Station, Post Office Box 37060, 
Washington, D.C. 20013.
Payment of fees
As a professional rendering services to the bank­
ruptcy estate, an accountant must generally make 
fee applications to the court prior to receiving com­
pensation. If the services rendered are in connection 
with a specific, finite project, the fee application 
should await completion of the project. If the 
accounting services are ongoing, §331 of the Bank­
ruptcy Code permits interim applications every 120
PCPS Conference Reminder
The PCPS annual "spring break" for local firm 
partners will be held on May 6-9 at the Hyatt 
Regency Grand Cypress in Orlando, Florida.
Practical sessions will cover accounting and 
auditing issues, practice management and cli­
ent service ideas, and will offer the oppor­
tunity to work with microcomputer software.
To register, contact the AICPA meetings 
department, (212) 575-6451.
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days, or more often if the Court permits. In general, 
payment of fees at less than 120-day intervals is 
limited to larger cases where the complexity and 
size of the cases results in sustained expenditures of 
time and resources by accounting firms.
One of the major risks as a professional in Chapter 
11 matters is that you may never be paid for your 
services. Therefore, you should discuss this with the 
debtor and counsel, and with the creditors commit­
tee prior to being employed. Your fees and expenses 
are what is known in the Bankruptcy Code as admin­
istrative expense, however, and if there are any funds 
available at all, over and above the operating 
expenses of running the corporation, you will be 
among the first paid (see §503), it being understood 
that all administrative expenses share the same pri­
ority. [7]
—by John J. Grauer, U.S. Department of Justice, 
Office of the U.S. Trustee, Middle District of Pennsyl­
vania, Suite 503, 225 Market Street, Harrisburg, Penn­
sylvania 17101
Editor’s note: In the second part of this article, to be 
published in a future issue, Mr. Grauer will discuss fee 
application requirements and other aspects of the 
bankruptcy system that professionals often find trou­
blesome.
Tax Practice Management 
Manual Available
Tax Practice Management, available in May, is a new, 
comprehensive, looseleaf manual that addresses the 
practical aspects of managing and successfully per­
forming the firm’s tax functions. The guide will be 
updated annually, and is designed to help practi­
tioners maintain a steady workflow before, during, 
and after tax season.
The manual is divided into three major sections: 
management and administration, tax return prepa­
ration, and legal liabilities. It will help practitioners 
determine
□ What controls are needed to meet deadlines, 
assign workloads, and disseminate informa­
tion properly.
□ How to set fees for various types of tax services, 
and how to bill and collect.
□ How to best develop staff members.
□ Computerized tax return preparation options.
□ The safeguards necessary to avoid legal lia­
bility.
□ How to spot criminal tax fraud.
The Tax Practice Management manual can be 
obtained from the AICPA order department (prod­
uct no. 029540) for $145, ($99.50 if ordered before 
June 1, 1990). [7]
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
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